UNI TED STATES BANKRUPTCY COURT
For the Southern District of |owa

In the Matter of

OLI VER D. RI NKER, Case No. 87-85-C

BEVERLY B. RI NKER

Engaged i n Farm ng, Chapter 12
Debt or s.

ORDER ON MOTI ON TO DI SM SS

This case presents the interesting question of whether a
debt that arises out of a settlement of a will dispute is also
a debt that arises out of a farm ng operation for purposes of
11 U.S.C. section 101(17)(A). On April 2, 1987, this court
conducted a hearing on notions to dism ss brought by the
trustee, Jacqueline Souder, the Federal Land Bank of Omaha and
t he Production Credit Association of the Mdlands (novants).
Now that the April 17, 1987 briefing deadline has passed, the
court considers the matter fully submtted. In sumary, the
novants argue that only 61% of the debtors' debt arises out of
a farm ng operation since $431, 300. 00 of the total
$1, 104, 670. 00 debt results fromthe settlenent. Thus, the
debt ors woul d not neet the 80% requirenment of section
101(17)(A). For the reasons set out below, the court finds
that the debtors have satisfied the 80%rule of section
101(17) (A).

FACTUAL BACKGROUND

This case concerns the |latest skirm sh in the

intrafam lial warfare anong the beneficiaries of the joint



will of J. Perry Rinker (Perry) and Daisy Rinker (Daisy). The
conbatants are the four children of Perry and Daisy: Oiver
who is one of the debtors, Jacqueline Rinker Souder, who is
one of the nmovants, Janice L. Coy and Jeanette C. Sm thson.

On February 19, 1959, Perry and Dai sy executed a joint
will. A codicil added June 29, 1960 provided that upon the
death of the survivor of Perry and Daisy, all real property
woul d be given to the four children. The will also provided
that if Oiver were farmng all or a portion of the real
estate, he would be given the option to purchase the property
at fair market val ue.

Perry died on Novenmber 3, 1974. On January 5, 1975, Dai sy
and A iver executed a contract whereby Daisy sold to Oiver
approxi mately 400 acres. Daisy died on October 3, 1977.
Sonetime thereafter, Jacqueline Souder brought suit against
Oiver and Beverly Rinker in the lowa District Court for Boone
County. She alleged the terns of the contract were grossly
unfair and that Daisy's signature on the contract was obtained
t hrough the undue influence Aiver had on Daisy by virtue of
their confidential relationship. A trial was held on June 10,
1980, and on March 5, 1981 Judge Paul Hellwege found that a
confidential relationship indeed existed and that, had it not
been for the relationship, the contract would not have been
executed. Consequently the contract was nullified, title to
the real estate was quieted in the Rinker siblings and the
will and codicil were given effect. Odiver and Beverly

appeal ed the decision to the Iowa Supreme Court. Before the



appeal was heard, the parties settled. It is this settlenent
that forms the basis of the notions to dism ss.

The settlenment provided that each of the siblings would
recei ve an undi vided one-fourth interest in the January 2,
1975 contract. Additionally, Jacqueline Souder agreed to sel
O iver and Beverly her interest for $210,000.00 with
$73,500.00 required to be paid down and the bal ance anortized
over 10 years at 12% interest. Jacqueline gave Oiver a quit
claimdeed to her interest in the contract and property. To
secure the bal ance owi ng on the purchase price, Oiver gave
Jacqueline a nortgage to the property. The settl enent
agreenent was executed on July 15, 1981

On that same date, Oiver and Beverly and Janice Coy and
Jeanette Smthson entered into a settlenment agreenent simlar
in nost respects to the Souder agreenment. Janice and Jeanette
sol d their undivided one-fourth interests to Aiver for
$192, 500. 00 each. Odiver paid $67,375.00 to each as a down
payment with the bal ance anortized over 12 years at 12%
interest. Quit claimdeeds were executed to Aiver who in
turn gave nortgages to secure the outstandi ng i ndebtedness to
Jani ce and Jeanette.

The Rinkers filed for protection under Chapter 12 on January
13, 1987. Their schedul es indicate that $145, 300.00 renunins
unpai d on the Souder indebtedness and $286, 000. 00 r emmai ns
unpaid on the Sm thson and Coy indebtedness. Together, the

sisters are owed $431, 300. 00. Thi s anmpbunt constitutes



approxi mately 39% of the $1,104,670.00 listed as the total
amount owed to all creditors.

At the hearing on the notion to dism ss, the Rinkers
adduced uncontroverted evidence that Oiver has been farm ng
the property in question since 1957. O the Rinkers' 560 acre
farm the 400 acres in question obviously nmake up a |arge part
of the Rinkers' crop production enterprise. The residence,
farm buil dings, and storage facilities are |ocated on the
property.

DI SCUSSI ON

Only famly farmers with regular annual incone are
eligible for protection under Chapter 12. 11 U S.C.. section
109(f). Famly farners are defined in part as those who:

(1) have aggregate debts that do not exceed
$1, 500, 000. 00;

(2) have at the date of filing at |east 80% of their
aggregate noncontingent, |iquidated debts arising out of a
farm ng operati on owned or operated by them (excluding a debt
for principal residence unless the debt arises out of a
farm ng operation); and

(3) received, during the taxable year preceding the one
in which bankruptcy was filed, 50% of their gross inconme from
farmng. 11 U. S.C. section 101(17)(A). Only a challenge to
the second criterion is before the court.

11 U. S.C. section 101(20) defines "farm ng operation" as

i ncl udi ng:



[Flarmi ng, tillage of the soil, dairy farm ng,
ranchi ng, production or raising of crops,
poultry, or livestock in an unmanufactured
state.*?

In dictum the Seventh Circuit has turned to section
101(20) to interpret the "arise out of farm ng" |anguage found

in the 80%rule of section 101(17)(A).. Arnmstrong v. Corn Belt

Bank, 812 F.2d 1024 (7th Cir. 1987). The primary issue in
Arnmstrong was whether the debtor was a farner under section
101(19) and thus immune frominvoluntary bankruptcy under
section 303(a)? The Arnstrong court's analysis of section
101(20) was integral in resolving the section 303(a) issue and
the Chapter 12 eligibility question. |In finding that the
income generated fromthe sale of machinery in the debtors’
effort to downscal e his operation was inconme froma "farm ng

operation", the court stated:

The machi nery was purchased to work the
acreage that represented [the debtor's]
farm ng operation. Had the farm prospered,
t he machi nery woul d have stayed in [the
debtor's] possession. He bought the

machi nery so the farm could exist and

prosper. But for the nmachinery, there
would be no farm... [Section 101(20)] does
not provide a sinple all-inclusive |ist of

1

Prior to passage of Chapter 12, the definition of “farming operation” was contained in section 101(18). Upon
passage, section 101, paragraphs (17) through (49) have been redesignated as paragraphs (19) through (51)
respectively. Bankruptcy Judges, United States Trustees and Farmer Bankruptcy Act of 1986,Pub.L. No. 99-554,
section 251, 1986, U.S.CODE CONG. & ADMN. NEWS (pamphlet 10A). Former section 101(18) is now codified at
section 101(20). 1d. All referencesto section 101 in this order reflect these changes.

2 11 U.S.C. section 101(19) defines afarmer as a* person that received more than 80 percent of such person’s
gross income during the taxable year of such person immediately preceding the taxable year of such person during
which the case under such title concerning such person was commenced from afarming operation owned or operated
by such person.” This provision construed in tandem with section 101 (2) has proven critical in section 303 (a) cases.
(Section 303 prohihits the commencement of involuntary Chapter 7 Or 11 cases against farmers). Seee.g., Armstrong
v. Corn Belt Bank, 812 F.2d 1024 (7" Cir. 1987); In re Dakota L ay’ d Eqgs, 57 B.R. 648 (Bankr. D. N.D. 1986); and|n re
Blanton Smith Corp., 7 B.R. 410 (Bankr. M.D. Tenn. 1980).




tasks and activities (i.e., tillage of the
soil, dairy farmng). |Instead, the section
starts out in general ternms -- 'Farm ng
operation includes farmng, tillage of the
soil, dairy farmng.... Inplicit in this

definition is the inclusion of general
activities inherent in farmng and, we
believe, the nmeans (or in this case the
equi pment) necessary to perpetuate the
farm ng operation the definition speaks of.
When a farner sells sone of his machinery
in an effort to scale down his operation
(say from 200-100 acres) and save the farm
t he noney received is inescapably fromthe
50% of the farm ng operation dissol ved.

Arnstrong at 1026.

Clearly, the thrust of the court's analysis was the

exam nation of the nature of the questioned activity and its
relation to farmng. So too this court nust exam ne the
nature of the questioned activity, here the settlenents, and
their relation to the Rinkers' farm ng operation. The novants
woul d have this court |look only to the fact that the debts in
guestion resulted froma settlenment of a |awsuit. However,
Arnstrong requires a nore searching inquiry.

At the heart of the lawsuit and resultant settlenment was
the land. The |and apparently was the major asset of the
Perry and Dai sy Rinker estate. It was the |and over which the
litigants fought and it was the | and that was the subject of

the settlenment. Land is also the sine qua non of a crop

production enterprise. Tillage of the land fits precisely
into the definition of "farm ng operation” under section
101(20). It is undisputed that the Rinkers' purpose in

settling the case was to preserve their farm ng operation.



Wt hout the land, the Rinkers would have no farm It is this
direct link between the basis of the lawsuit and settl enent
and the farmng activity that leads this court to concl ude
that the debts in question arise out of a "farm ng operation'.
The mere fact that a debt arises froma settlenent of a

| awsuit does not nean the requirenments of section 101(20)
cannot be net.

Presented with a different set of facts this court m ght
have rul ed otherwi se. Had the Rinkers' debt arisen from a
wrongful death suit stemming froma hunting accident, there
woul d be no doubt the debt was unrelated to a farm ng
operation. Had the Rinkers given a plaintiff a nortgage on
their farmto secure settlenment paynents resulting froma car
accident, the resultant debt would not fall within the anbit
of section 101(20). The subject of the settlenent -the car
accident -- would not be related to a farm ng operation. The
instant case is different. The relationship between the
subj ect of the settlenment and the "farm ng operation” wthin
t he neaning of section 101(20) is clear and direct.

The conclusion that the requirenents of section
101(17)(A) are nmet in this case is buttressed by the fact that
had the January 5, 1975 contract never been executed, M.

Ri nker woul d have been given the option to purchase the
property at fair market val ue under the June 29, 1960 codicil.
Had the option been exercised, debts for the purchase price
woul d have been incurred by M. Rinker. Certainly the debts

in that situation would have arisen out of a farm ng operation



as the Iand woul d have been the basis of the sale and the wll
proviso calling for the option. Again, whether it be in the
context of a sale, a lawsuit, a settlenment of a |lawsuit, or
the' 6ffectuation of a will, the focus of the inquiry is on the
subj ect matter of the proceeding in question. To the extent a
debt arises out of such a proceeding and the subject matter of
the proceeding falls within the definition of farm ng
operation under section 101(20), the section 101(17)(A)
criterion will have been satisfied.

CONCLUSI ON AND ORDER

WHEREFORE, the court finds that the debts owed to
Jacquel i ne Souder, Janice Coy and Jeanette Sm thson arise out
of a farm ng operation for purposes of 11 U S.C. sections
101(17) (A) and 101(20).

THEREFORE, the notions to dism ss are denied.
Dated this 22nd day of May 1987.

LEE M JACKW G
U. S. BANKRUPTCY JUDGE



